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PREFACE

On March 16, 2004, the United States International Trade Commission (the
Commission), instituted Investigation No. TA-2104-14, U.S.-Morocco Free Trade
Agreement: Potential Economywide and Selected Sectoral Effects. The investigation,
conducted in accordance with section 2104(f) of the Trade Act of 2002, was in
response to a request from the United States Trade Representative (USTR), (see
appendix A).

The purpose of this investigation is to assess the likely impact of the U.S.-Morocco free
trade agreement on the United States economy as a whole and on specific industry
sectors and the interests of U.S. consumers. As specified in section 2104(f)(2)-(3) of the
Trade Act, the Commission shall submit to the President and the Congress (not later
than 90 calendar days after the President enters into the agreement) a reportincluding

®  an assessment of the likely impact of the agreement on the United States
economy as a whole and on specific industry sectors, including the impact the
agreement will have on the gross domestic product, exports and imports,
aggregate employment and employment opportunities, the production,
employment, and competitive position of industries likely to be significantly
affected by the agreement, and the interests of the United States consumers;
and

®m a review of available economic assessments regarding the agreement,
including literature regarding any substantially equivalent proposed
agreement, and shall provide in its assessment a description of the analyses
used and conclusions drawn in such literature and a discussion of areas of
consensus and divergence between the various analyses and conclusions,
including those of the Commission regarding the agreement.

The Commission solicited public comment for this investigation by publishing a notice in
the Federal Register of March 23, 2004 (see appendix B). Interested party views are
summarized in chapter 9 of this report.
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EXECUTIVE SUMMARY

On March 16, 2004, the U.S. International Trade Commission (Commission) received
a letter from the Office of the United States Trade Representative (USTR) requesting
that the Commission prepare a report in accordance with section 2104(f) of the Trade
Act of 2002, to assess the likely impact of the U.S.-Morocco Free Trade Agreement
(FTA) onthe United States economy as a whole, on specific industry sectors, and on the
interests of U.S. consumers.! Section 2104(f)(3) also requires that the Commission, in
preparing its report, review available economic assessments regarding any
substantially equivalent proposed agreement, and discuss areas of consensus and
divergence between the various analyses and conclusions, including those of the
Commission regarding the FTA.

Principal Findings

The quantifiable benefits of the U.S.-Morocco FTA are related to the immediate
reciprocal tariff elimination, including the immediate elimination of duties on more
than 90 percent of the value of current bilateral trade in consumer and industrial
products. The FTA also provides immediate bilateral tariff elimination on many
agricultural products, with most other tariffs phased out within 15 years. U.S.
agricultural producers also will benefit from new tariff rate quotas (TRQs) that provide
enhanced access to the Moroccan market. This trade liberalization is likely to increase
the competitiveness of U.S. manufacturers and farmers in the Moroccan market not
only relative to Moroccan producers, but also relative to other foreign suppliers such
as the European Union—with which Morocco already has an FTA.

The FTA also establishes specific obligations in important areas that are more difficult
to quantify but nevertheless are likely to benefit the U.S. economy—including rules of
origin; trade in services; investment; trade facilitation (including customs
administration, technical barriers to trade, sanitary and phytosanitary regulations,
electronic commerce, and transparency); and the regulatory environment (including
safeguards and trade remedies, government procurement, the protection and
enforcement of intellectual property rights, labor, and the environment).

1On Oct. 3, 2002, President Bush authorized and directed USTR to notify Congress of the President’s
intention to initiate FTA negotiations with Morocco. Negotiations were launched on Jan. 21, 2003. On
March 2, 2004, USTR announced that the United States and Morocco had successfully concluded
negotiations for the FTA. President Bush signed a letter notifying Congress of the intent to enter into the
U.S.-Morocco FTA on March 8, 2004, starting the countdown for when the agreement can be signed. The
text of the U.S.-Morocco FTA was made available to the general public on April 2, 2004. On April 7,
2004, USTR received reports from 32 trade advisory groups commenting on the U.S.-Morocco FTA, and
relevant reports were reviewed for this investigation. The U.S.-Morocco FTA was signed by the two parties
on June 15, 2004. USTR, “USTR Resources: U.S.-Morocco Free Trade Agreement,” found at
http.//www.ustr.gov/new/fa/morocco.htm, retrieved June 21, 2004.
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Scope and Approach of the Study

This analysis examines all 22 chapters of the U.S.-Morocco FTA including its annexes
and associated side letters. To assess the likely effects of the U.S.-Morocco FTA on the
U.S. economy as a whole and specific economic sectors, the Commission employs an
approach that combines gquantitative and qualitative analyses. In this report, the
Commission quantifies the likely impact of the FTA to the extent that the necessary data
are available. Thus, the quantitative assessment is limited to the liberalization of tariffs
and the portion of TRQs collected as duties on originating goods—that is, provisions
related to increased market access.2 Remaining components of the FTA, for which the
likely effects could not be quantified, are analyzed using qualitative analysis.
Combining the quantitative and qualitative analyses provides a comprehensive
assessment of the likely impact of the U.S.-Morocco FTA on the U.S. economy.

U.S. Trade and Investment Relationship with Morocco

In 2003, U.S. domestic merchandise exports to Morocco were valued at $462 million,
while U.S. imports for consumption from Morocco were $396 million. The United
States recorded a $66 million trade surplus with Morocco in 2003, as Morocco ranked
as the 69 largest market for U.S. exports and the 82" largest U.S. supplier of
imports. The leading U.S. exports to Morocco in 2003 were aircraft, soybeans, corn,
and wheat. Leading U.S. imports from Morocco in 2003 included transistors,
integrated circuits, minerals, calcium phosphates, and women’s and girls’ underwear
and trousers. Approximately 5 percent of shipments from Morocco entered the United
States duty free in 2003 under the U.S. Generalized System of Preferences (GSP)
program. In all, about 60 percent of shipments from Morocco entered the United
States duty free in 2003 on a normal trade relations (NTR) basis or under GSP or other
U.S. provisions.

Services represented approximately 45 percent of Morocco’s real gross domestic
product (GDP) in 2002, with the majority of Morocco’s services exports generated by
the travel and tourism sector. France, Portugal, and Spain combined accounted for
more than 90 percent of foreign direct investment in Morocco in 2001.

The World Bank ranks Morocco as a middle income developing country (its GDP per
capita was $3,888 in 2002). The Moroccan economy (as measured by GDP) is 1.1
percent the size of the U.S. economy, and its population about one-tenth the U.S.
population. Morocco’s geographic proximity and historical ties to Spain and France
mean that most of Morocco’s economic and trade linkages are with Europe. Morocco
is a member of the World Trade Organization (WTO), and in the WTO has bound its
tariffs at rates ranging from zero to 380 percent. Morocco has been liberalizing its
trade regime since the late 1990s, and has improved efficiency and transparency in its
customs administration.

2The Commission did not explicitly quantify the impact of rules of origin, but the quantitative analysis
is consistent with the existence of rules of origin. This is discussed in more detail in chapter 4 of the report.
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U.S.-Morocco Free Trade Agreement

Under the market access commitments of the U.S.-Morocco FTA, most originating U.S.
exports of industrial goods other than textiles and apparel are eligible for immediate
duty-free entry into Morocco; 12 duty staging categories apply, eliminating duties
ranging up to 324 percent over periods of up to 18 years. Morocco’s exports of such
goods to the United States are covered by 6 different duty staging categories, with
duties phased out over periods of up to 9 years. TRQs apply to some agricultural
commodities, with new TRQs for such U.S. exports as beef and poultry meat, durum
and common wheat, and almonds. The FTA's rules of origin determine eligibility for
FTA treatment and, in many respects, resemble the corresponding provisions of the
U.S. FTAs with Israel and Jordan. Origin criteria are based mainly on value content,
with some based on specific changes in tariff classification applicable to third-country
inputs.

Many of the substantive commitments in the U.S.-Morocco FTA reflect obligations of
the parties under WTO agreements on the same subject matter, and the language in
this FTA in many places closely parallels provisions in recent U.S. FTAs with Jordan,
Singapore, and Chile. Like other recent FTAs to which the United States is a party, the
U.S.-Morocco FTA includes bilateral safeguard provisions that allow a party to impose
temporary relief measures during the agreement’s transition period.

Methodology

To provide a comprehensive assessment of the effects of the U.S.-Morocco FTA on the
U.S. economy and specific sectors, the Commission employs an approach that
combines quantitative and qualitative analyses. The quantitative analysis focuses on
the liberalization of tariffs and TRQs (corresponding to the market access provisions of
chapters 2-4 of the FTA). The qualitative analysis focuses on the non-quantifiable
effects associated with provisions of the FTA related to trade in goods (including the
rules of origin) and services, investment, trade facilitation, and the regulatory
environment (corresponding to chapters 5-20 of the FTA).3 These effects are not
readily quantifiable due to the lack of necessary data and the intangible nature of
some of these effects. Information to assess the liberalization of the nontariff barriersin
these areas was obtained from government, industry, academic, and other public
sources; international organizations, including the World Bank, the International
Monetary Fund, and the WTO; and written submissions in response to the
Commission’s Federal Register notice of institution for this investigation.*

3Chapters 1, 19, 21, and 22 of the agreement address administrative and legal matters with respect
to the FTA.

4 The Commission scheduled a public hearing in connection with this investigation for April 29,
2004. The hearing was canceled, as the scheduled witnesses elected to have their written submissions
serve as substitutes for their oral statements. Copies of the Federal Register notices for this investigation
are in appendix B.
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For the liberalization of tariffs and TRQs, the study employs a multicountry model with
economywide coverage of merchandise and service sectors (a global computable
general equilibrium model). The analysis is static, and assumes the U.S.-Morocco FTA
is fully implemented and its full effects felt on January 1, 2005. That is, it assumes that
the FTA'’s provisions will not be phased in over time, or its effects gradually realized
over time. The modeled results can be considered to be long-run effects, after all
adjustments have worked their way through the economy, of a fully implemented FTA
ina U.S. economy otherwise identical to the baseline 2005 economy.® This simulation
liberalizes trade completely in all goods subject to liberalization under the
U.S.-Morocco FTA. The United States has relatively low tariffs, averaging 4 percentad
valorem on imports from Morocco. The average tariff rate for U.S. goods entering
Morocco is in excess of 20 percent.® It is expected that those sectors that face relatively
higher trade restrictions will show larger effects from the implementation of the FTA.

Summary of Findings

The Commission’s comprehensive assessment of the U.S.-Morocco FTA addresses four
substantive areas: market access, trade facilitation, investment, and the regulatory
environment. A summary of the impact assessments is presented below for each of
these four areas.

Market Access

Market access refers to the extent to which one country’s goods and services can
compete with local goods and services in another market. The term relates to the
degree of openness or accessibility that one country’s goods and services experience
in another market. The entire array of trade policy measures that a country employs to
administer, measure, and support its trade regime affect the ability of foreign
produced products or services to enter another country under nondiscriminatory
conditions.

Market access provisions provide the principal guarantee of national treatment under
the U.S.-Morocco FTA for originating goods in bilateral trade. Relying upon broader
commitments both parties have made in the WTO, the specific obligations in these
provisions commit the two parties to progressively eliminate duties on originating
goods and to implement a wide array of customs procedures that would enhance this
trade to ensure consistent customs treatment by both parties. Many of these measures
already apply to U.S. imports, under HTS chapter 98, but the FTA would make the

5Models are highly simplified descriptions of an economy, dependent on parameter estimates and
subject to potential biases due to product and regional aggregations. See appendix C for additional
information on the model used in this report.

6 1n this report, all duty rates expressed as a percent refer to percent ad valorem.
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treatment of U.S. exports clear and simple. The U.S.-Morocco FTA also provides that
no new duties or charges would be imposed, that the parties can not apply import and
export restrictions other than in limited cases, that administrative fees relating to trade
would be limited to the cost of services rendered, and that merchandise processing fees
must be eliminated. A Subcommittee on Trade in Goods is to provide institutional
support in implementing and maintaining these measures.

Figure ES-1 presents an overview of the potential effects, both quantitative and
qualitative, of the U.S.-Morocco FTA in the market access area.

Economywide Effects of Tariff Liberalization

The most relevant and comprehensive measure of the impact that the quantifiable
components (tariff liberalization) of the U.S.-Morocco FTA is likely to have on the U.S.
economy as a whole is the change in welfare (i.e., the value to consumers of the
agreement in terms of increased income). It summarizes the benefits to consumers of
tariff liberalization, as well as the effects on households in their roles as providers of
labor, owners of capital, and taxpayers. According to the Commission’s simulation,
after tariff liberalization has been fully implemented and all economic adjustments
have occurred under the agreement, overall U.S. welfare should increase in the range
of $110.5 million to $131.6 million. That is, when fully implemented, the U.S.-Morocco
FTA s likely to provide benefits to consumers within this range. Total U.S. exports to the
world are likely to increase by approximately $267.4 million, and total U.S. imports
from the world are likely to increase by about $237.9 million, with minimal impact on
U.S. employment and output. U.S. exports to Morocco are likely to increase by $740.0
million, and U.S. imports from Morocco are likely to increase by $198.6 million after
full implementation of the FTA.

Sectoral Effects

The largest percentage increases in trade are found in those sectors undergoing the
greatest degree of tariff liberalization. According to the Commission’s analysis, the
sectors showing the greatest value increase in exports to Morocco are machinery and
equipment; grains; processed food and tobacco; petroleum, coal, chemicals, rubber,
and plastic products; and textiles and apparel. The greatest increases in the value of
imports are estimated to occur in textiles and apparel and in processed food and
tobacco.

Overall, some sectors of the U.S. economy are likely to experience increased import
competition from Morocco, while other sectors are likely to experience increased
export opportunities in Morocco. However, given Morocco’s small economy and
market size relative to the United States, any such increases would be from a small
initial level and, thus, are likely to have a minimal impact on production, employment,
or prices in corresponding U.S. sectors.
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Figure ES-1

U.S.-Morocco Free Trade Agreement: Impact of Market Access Provisions

Subject negotiated and FTA chapter

Likely economic impact on U.S. economy: Quantitative Assessment

Market Access Provisions

Complete implementation, full phase-in of tariff liberalization

Goods, ch. 2
e Tariff elimination on a wide range of goods.

Agriculture, ch. 3

e Tariff elimination on a wide range of
agricultural products.

e Improved market access under TRQs for U.S.
exports of certain products (including wheat,
beef, and poultry).

Textiles, ch. 4

e Duty-free trade for many imports that meet the
rules of origin, but TRQs apply.

e Temporary duty perferences for qualifying
apparel and textile articles to have third-country
content.

Economywide results
Welfare—Effects of tariff removal under the U.S.-Morocco
FTA on U.S. economic welfare and GDP are likely to be
minimal (less than 0.005 percent of U.S. GDP). Actual
simulation results: between $110.5 and $131.6 million.

Exports— After full phase-in of tariff elimination, U.S. world
exports are likely to be higher by 0.02 percent. For U.S.
exports to Morocco, the largest increases are expected to be
Model based results in: machinery and equipment; grains; processed food and
tobacco; petroleum, coal, chemicals, rubber, and plastic;
—y» and textiles and apparel. Key U.S. exports gain immediate
duty-free access.

Imports—After full phase-in of tariff elimination, U.S. world
imports are likely to be 0.02 percent higher. For U.S. imports
from Morocco, the largest increases are expected to be in
textiles and apparel, and in processed food and tobacco. In
most cases, the increases in trade with Morocco come at the
expense of trade with other partners.

Production—Little or no change in U.S. production in distinct
industry sectors. The largest proportional impact is on
grains, output of which increases by 0.16 percent.

Employment—Little or no change likely in U.S. employment
in distinct U.S. industry sectors.

Consumers— Little or no impact on U.S. consumers
(household prices).

Sectoral results
Exports—After full phase-in of tariff elimination, U.S.
exports to Morocco of machinery and equipment would
likely increase by $128.5 million; grains, $113.9 million;
processed food and tobacco, $96.8 million; petroleum,
coal, chemicals, rubber, and plastics, $90.7 million; and
textiles and apparel, $85.7 million. U.S. exports to Morocco
P> as a whole would increase by $734.2 million (40.8
percent).

Imports—After full phase-in of tariff elimination, U.S.
imports from Morocco of textiles and apparel would
increase by $164.2 million, and processed food and
tobacco imports increase by $22.6 million U.S. imports
from Morocco as a whole would increase by $198.3 million
(14.3 percent).
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Figure ES-1—Continued

U.S.-Morocco Free Trade Agreement: Impact of Market Access Provisions

Subject negotiated and FTA chapter

Market Access Provisions

Goods, ch. 2

Tariff elimination on a wide range of goods.

Rules of origin, (non-textile/apparel products
catergories), ch. 5

e Rules designed to be easy to administer.

e Rules resemble provisions of U.S. FTAs with Israel
and Jordan, and track with U.S. GSP rules.

Agriculture, ch. 3

e Tariff elimination on a wide range of
agricultural products.

e Improved market access under TRQs for U.S.
exports of certain products (including wheat,
beef, and poultry).

Sanitary and phytosanitary measures: joint
statement on cooperation, side letter
ch.7.

Likely economic impact on U.S. economy: Qualitative Assessment

Xvii

Staged phase-in of FTA

Grains (wheat and corn)— A substantial increase likely in
U.S. exports to Morocco of corn, durum wheat, and bread
wheat, but increase in total U.S. production and exports
likely to be small. No impact likely on U.S. imports of grains
from Morocco because Morocco does not export grains.

Oilseeds— A small increase likely for U.S. exports to
Morocco of soybeans and soybean oil. U.S. soybean meal
exports likely to increase substantially. No impact likely on
U.S. imports of oilseeds because Morocco is a relatively
high cost producer and does not export oilseeds.

Oljves—A moderate increase likely in U.S. imports of
processed olives from Morocco, and a moderate decline
likely in U.S. production. U.S. industry opposes the
U.S.-Morocco FTA based on the concern that imports of
certain olives from Morocco will harm the domestic
industry. U.S. consumers could benefit from increased
availability of low-cost Moroccan olives. Negligible
increase likely in U.S. olive exports.

Sardines—A moderate increase likely in U.S. imports of
canned sardines from Morocco, and a moderate decrease
in U.S. production. Even if the FTA were to have a longer
phase-in period, the U.S. industry thinks that Morocco
would increase its U.S. market share because Morocco is a
very competitive low-cost producer. A minimal impact likely
on U.S. exports of sardines to Morocco.

Citrus fruit—Negligible increase likely in U.S. citrus fruit
imports from Morocco. Trade likely to continue to consist of
U.S. imports of Moroccan clementines, which remain
subject to strict U.S. phytosanitary restrictions. No impact
likely on U.S. citrus exports to Morocco because Morocco is
a citrus exporter.




Figure ES-1—Continued
U.S.-Morocco Free Trade Agreement: Impact of Market Access Provisions

Subject negotiated and FTA chapter Likely impact on U.S. economy: Qualitative Assessment

Market Access Provisions

Textiles and apparel, ch. 4
e Duty-free trade for imports that meet the rules

of origin. —_—

e Yarn-forward rule, with exceptions.

e Temporary provision for qualifying apparel
andtextile articles to have third country content.

e TRQs for certain apparel made in Morocco.

Cross-border trade in services, ch. 11

e National treatment.

e Market access: guarantees U.S. access in all
service sectors, without specific exemptions.

e  Enhances regulatory transparency in Morocco.

e Improves upon Morocco’s commitments under the
WTO General Agreement on Trade in Services
(GATS) by guaranteeing market access and
national treatment in areas where Morocco
previously had no obligations.

e Morocco’s law prohibiting individuals and
organizations from investing or maintaining
accounts abroad is not to be removed under the
U.S.-Morocco FTA.

e U.S. insurers allowed to form wholly-owned
subsidiaries, and to operate through branches—
a commitment that goes beyond Morocco’s
commitments in the GATS.

Staged phase-in of FTA

Textiles and apparel—Overall, relatively small impact on
the U.S. economy is expected because of Morocco’s limited
domestic market size. Rules of origin provisions could allow
for a significant increase in imports from Morocco using
third country inputs, but the increase would be from a very
small base. The U.S. textile sector views the third country
provision of the rules of origin as likely to harm U.S.
production. Small increase in U.S. exports to Morocco.

The U.S. footwear distributors and retail industry states that
imports of footwear from Morocco also will increase,
benefitting U.S. consumers. This group states that domestic
production is not likely to be affected.

Services—No significant increases in either exports or
imports of services, but other important benefits in terms of
market access, national treatment, and regulatory
transparency.

Telecommunications—Minimal impact on U.S. exports of
telecommunications services, as Morocco has undertaken
significant liberalization of its telecommunications market
since 1997.

Banking and securities—Minimal impact on U.S. exports of
banking and securities services, because of Moroccan
restrictions on asset management firms and banks that
were not removed under the FTA.

Insurance—Marginal Increase in sales of U.S. insurance
services, but overall small impact on the U.S. economy
because of Morocco’s relatively small market size.

Source: Text of the U.S.-Morocco FTA, found at Ap.//www.ustr.gov/new/fia/Morocco/final/index.htm. Impact estimates
obtained from USITC estimates and calculations and compiled from multiple sources cited elsewhere in this report, including
written submissions in response to the Federal Register notice for this investigation (see appendix B), USITC staff interviews
with industry officials, and reports filed by the various U.S. government trade policy advisory committees.
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A more detailed analysis also was conducted for some sectors at a more
disaggregated level. The sectors were chosen based upon a number of criteria,
including: the extent and speed of trade liberalization under the FTA and its potential
for increasing U.S. trade; the importance of the sector in terms of bilateral trade; the
likelihood of increased export opportunities for U.S. producers; the views of
Commission industry analysts; the opinions of industry representatives; and the
apparent sensitivity of certain U.S. industries to trade liberalization.” The most
significant sectoral impacts of the U.S.-Morocco FTA are likely to be on: U.S. exports of
grains and oilseeds; U.S. imports of olives; U.S. exports and imports of sardines; U.S.
imports of citrus fruit; and U.S. imports, and to a lesser extent exports, of textiles and
apparel.

Grains (wheat and corn)

Under the U.S.-Morocco FTA, Morocco’s duty on U.S. corn is to be reduced to 17.5
percentinyear one, thenisto be reducedto zero in 5 equal annual stages. Without the
duty, U.S. corn exporters are likely to supply nearly all of Morocco’s corn imports,
displacing third-country suppliers such as Argentina and Brazil.

The U.S.-Morocco FTA creates a new TRQ for U.S. durum wheat and, beginning in
year 4, reduces the duty to zero in 7 equal annual stages. The lower in-quota tariff is
likely to lead to an increase in U.S. durum wheat exports to Morocco as U.S. wheat
becomes more competitive relative to wheat from Canada, Morocco’s other leading
durum wheat supplier. The FTA also provides a new TRQ for U.S. bread wheat under
which, after 10 years, the United States is to have the same preferential access to the
Moroccan bread wheat market as the EU. As a result, U.S. bread wheat exports to
Morocco could more than double.

The U.S.-Morocco FTA is likely to result in a substantial increase in exports of U.S.
grainsto Morocco. However, the impact ontotal U.S. production and total U.S. exports
of grainsiis likely to be small because the increases would be from a small initial levels,
and because of the small size of the Moroccan market relative to total U.S. production
and exports.

Morocco does not export grains, as it is a relatively high-cost producer and is not
competitive in world markets. Thus, the U.S.-Morocco FTA is likely to have a minimal
effect on U.S. imports of grains.

Oilseed’s

Under the U.S.-Morocco FTA, Morocco’s 2.5 percent duty on U.S. soybeans for
crushing is to be eliminated immediately. The FTA is likely to lead to a small increase of
U.S. exports of soybeans to Morocco.

7 The Commission’s sectoral analysis considered the entire range of agricultural and manufactured
goods. Only those sectors that met specific criteria were selected for detailed analysis. Those criteria are
described in chapter 3 of the report.

XiX



Under the U.S.-Morocco FTA, Morocco’s 2.5-percent duty on crude U.S. soybean oil is
to be eliminated immediately; the 25-percent duty on refined U.S. soybean oil is to be
reduced to 12.5 percent in year one of the FTA, and then reduced to zero in 5 equal
annual stages. The FTA is likely to lead to a small increase in U.S. exports of these
oilseed products to Morocco.

Under the U.S.-Morocco FTA, Morocco’s 25-percent duty on U.S. soybean meal is to
be reducedto 12.5 percentin year one of the FTA, and then reduced to zeroin 5 equal
annual stages. The FTA is likely to lead to a substantial increase in U.S. soybean meal
exports to Morocco, as U.S. soybean meal becomes more competitive vis-a-vis
Morocco’s other leading soybean meal suppliers (Argentina and Brazil).

Moroccois a relatively high-cost producer of oilseeds and exports virtually no oilseeds.
Thus, the U.S.-Morocco FTA is likely to have no measurable effect on U.S. imports of
oilseeds from Morocco.

Olives

Under the U.S.-Morocco FTA, U.S. duties on most categories of Moroccan processed
olives are to be eliminated immediately, while duties on one category of Moroccan
canned olives (HTS subheading 2005.70.60) would have the existing tariff reduced to
zeroin 10 equal annual stages. U.S. olive imports from Morocco in this category are to
be covered by a safeguard provision that provides for a variable additional duty. The
FTA also provides that all imports of processed olives from Morocco are to be covered
by rules of origin provisions to prevent transshipments. The U.S.-Morocco FTA is likely
to result in a moderate increase in U.S. imports of processed olives from Morocco,
which may resultin a moderate adverse impact on U.S. olive growers and processors,
but possibly benefit U.S. consumers through increased availability of low-cost
Moroccan olives.

Under the U.S.-Morocco FTA, Morocco’s 50-percent duty on U.S. olives is to be
reduced to zero in 10 equal annual stages. Even though the United States will get
improved market access for olive exports to Morocco, this duty elimination likely would
still leave U.S. exporters at a comparative disadvantage vis-a-vis geographically
closer European suppliers. Europe is a historical supplier to the Moroccan market and
EU countries, which also have preferential access to the Moroccan market under the
EU-Morocco FTA, have significant investments in the Moroccan distribution chain for
food products. The U.S.-Morocco FTA is likely to result in a negligible increase in U.S.
exports of processed olives to Morocco.

Sardines

Under the U.S.-Morocco FTA, the U.S. duty of 15 percent on Moroccan canned
sardines, packed in oil, not smoked, neither skinned nor boned (HTS 1604.13.20) is to
be reduced to zero in 9 equal annual stages. The FTA is likely to result in a moderate
increase in U.S. imports of these sardines from Morocco which, inturn, is likely to result
in a moderate decline in U.S. production.

Under the U.S.-Morocco FTA, the U.S. duty of 20 percent on Moroccan canned
sardines, packed in oil, not smoked, skinned or boned (HTS 1604.13.30) is to be
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eliminated immediately. The domestic industry reports that, although there is no U.S.
production of this exact product, similar products are produced in the United States.
The FTAis likely to resultin a moderate increase in U.S. imports of these sardines from
Morocco, and Morocco is likely to gain additional U.S. market share at the expense of
domestic production as well as of other foreign suppliers.

Under the U.S.-Morocco FTA, Morocco is to immediately eliminate its 50-percent duty
on U.S. canned sardines. The United States is a small-volume producer of canned
sardines, and Morocco is a very competitive low-cost producer (Morocco’s seafood
imports are negligible). The U.S.-Morocco FTA is likely to have a minimal impact on
U.S. exports of canned sardines to Morocco.

Citrus fruit

Under the U.S.-Morocco FTA, U.S. duties on most fresh citrus imports from Morocco
are to be removed immediately, and duties on many processed citrus products such as
orange juice are to be phased out over 18 years. Virtually all U.S. imports of citrus fruit
from Morocco are clementines, which would remain subject to strict U.S. phytosanitary
restrictions with respect to the Mediterranean fruit fly. Moreover, Europe is likely to
remain Morocco’s primary export market given the EU-Morocco FTA and lower
transportation costs to Europe versus to the United States. Morocco processes a small
portion of its citrus into juice, and juice production is not likely to expand significantly.
The U.S.-Morocco FTA is likely to result in a negligible increase in U.S. citrus imports
from Morocco.

Under the U.S.-Morocco FTA, Morocco’s 50-percent duty on U.S. fresh and processed
citrus fruit is to be removed immediately, and is to be phased out in 10 equal annual
reductions for processed citrus such as orange juice. Morocco is not likely to increase
citrus imports from the United States because Morocco is an important citrus producer
and, even with no duties on U.S. citrus fruit, it would still be less costly for Moroccans to
purchase local fruit than to import more expensive citrus from the United States. The
U.S.-Morocco FTA is not likely to have any impact on U.S. citrus exports to Morocco.

Textiles and apparel

The U.S.-Morocco FTA provides for the elimination of duties over 5 years for most
textile and apparel articles that meet the agreement’s rules of origin, requiring that
imports of most textile and apparel articles be assembled from inputs made either in
the United States or Morocco, generally from the yarn stage forward. However, the
FTA contains significant exceptions to the yarn-forward rule for Morocco. The FTA also
contains tariff preference levels (TPLs) that provide duty preferences for specified
guantities of certain goods made of yarns and/or fabrics from countries other thanthe
United States and Morocco. The FTA also grants immediate duty-free treatment under
TRQs to specified quantities of U.S. imports of certain apparel made in Morocco.®

8 Rules of origin under the U.S.-Morocco FTA are described in chapter 2 of this report. Provisions
with respect to textiles and apparel are described in more detail in the section “Textiles and Apparel” in
chapter 3.
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The FTA is likely to result in a substantial increase in the quantity of U.S. imports of
textiles and apparel from Morocco; however, since the current level of U.S. imports
from Morocco is very small, the increase in total U.S. textile and apparel imports from
the world is likely to be very small, and the impact on U.S. production and employment
in the textile and apparel sector as a result of the agreement is likely to be negligible.
Any increase in shipments from Morocco as a result of the FTA is likely to displace
imports from other high-cost exporting countries, particularly those that do not benefit
from preferential market access. Moreover, any increase in textile and apparel
imports from Morocco as a result of the FTA could be tempered by increased global
competition following quota elimination under the Uruguay Round Agreement on
Textiles and Clothing in January 2005. In addition, as the TPL is phased out and
ultimately eliminated, the growth in U.S. textile and apparel imports from Morocco as
aresult of the FTA is likely to become attenuated. There could be substantial growth of
certain apparel imports from Morocco beginning in year 6 of the FTA, after TRQs are
eliminated and duties on originating goods entering under 43 6-digit HTS levels are
eliminated.

The U.S.-Morocco FTA is likely to result in a small increase in U.S. textile and apparel
exportsto Morocco. Morocco’s tariffs on textiles and apparel currently range from 2.5
percentto as high as 50 percent. Under the FTA, a major share of Morocco’s tariffs on
textile and apparel imports will be reduced by 50 percent in year one, and then in 5
equal stages to zero. Other tariffs are to be phased out in nine equal stages to zero. A
smaller number of products are to receive immediate duty-free treatment.

Services

The U.S.-Morocco FTA improves upon Morocco’s commitments under the WTO
General Agreement on Trade in Services by, in some instances, guaranteeing market
access and national treatment in areas where Morocco previously had no obligations.
The FTA also provides improved regulatory transparency and it establishes a secure
and predictable framework for U.S. investors operating in Morocco—addressing
longstanding U.S. concerns.

The U.S.-Morocco FTA provides other important benefits, particularly for U.S.
providers of telecommunications, banking and securities, and insurance services. With
respect to telecommunications, the two parties commit to provide reasonable and
nondiscriminatory access to the telecommunications network; in banking and
securities, U.S. financial service suppliers will have the right to establish subsidiaries
and joint ventures in Morocco; ininsurance, U.S.-based companies will have the right
to provide insurance on a cross-border basis. The U.S.-Morocco FTA is not likely to
generate significant increases of U.S. exports or imports of services, however,
primarily because of the relatively small marketsize and low income levelsin Morocco.

Trade Facilitation

The U.S.-Morocco FTA contains a number of provisions that may facilitate the
movement of goods and the provision of services between the two parties. The FTA
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offers specific improvements with respect to customs administration, technical barriers
to trade, sanitary and phytosanitary regulations, electronic commerce, and
transparency. With the gradual decline in the significance of NTR duties as a result of
successful multilateral rounds of tariff and trade negotiations, and the increased
reliance on technology to aid in the international movement of goods and services,
measures with respect to trade facilitation can directly affect the cost of doing business.
An FTA can attempt to lessen such costs and inefficiencies. Figure ES-2 presents the
likely effects of the U.S.-Morocco FTA in the area of trade facilitation.

The Commission’s analysis suggests that the provisions with respect to trade facilitation
under the U.S.-Morocco FTA are likely to benefit U.S. producers, exporters, service
providers, and investors. However, the overall impact of the FTA on the U.S. economy
with respect to trade facilitation are likely to be very small because of the small size of
the Moroccan economy and the Moroccan market relative to the United States.

/nvestment

The U.S.-Morocco FTA establishes a secure, predictable legal framework for U.S.
investors operating in Morocco—addressing many longstanding U.S. concerns and
providing assurances to U.S. investors that go beyond those afforded in the 1991
U.S.-Morocco Bilateral Investment Treaty. Figure ES-3 presents the likely effects of the
investment provisions of the U.S.-Morocco FTA on the U.S. economy.

The Commission’s analysis suggests that the effects of investment provisions of the FTA
are likely to benefit U.S. investors, service providers, and exporters. However, the
overall impact of the agreement on the U.S. economy with respect to investment are
likely to be very small because of the small size of the Moroccan economy and the
Moroccan market relative to the United States.

Regulatory Environment

The U.S.-Morocco FTA contains a number of provisions that may improve the
regulatory environment for bilateral trade and investment. The FTA provides dispute
settlement procedures, enforcement mechanisms, and measures for trade remedies;
includes government procurement disciplines; provides for improved protection and
enforcement for copyrights and other intellectual property which exceed the protection
afforded in the WTO Agreement on Trade-Related Aspects of Intellectual Property;
and provides commitments and cooperation in the areas of worker rights and
measures to protect the environment. Figure ES-4 presents likely effects of the
U.S.-Morocco FTA with respect to the regulatory environment.

The Commission’s analysis suggests that U.S. firms are likely to benefit from the
application of these provisions by Morocco, primarily as a result of improvements in
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Figure ES-2

U.S.-Morocco Free Trade Agreement: Impact of Trade Facilitation Provisions

Subject negotiated and FTA chapter

Customs administration, chs. 6, 20
e Improved transparency, efficiency, and
predictability of Morocco’s laws.

e Agreement to share information to combat
illegal transshipments of goods.

Technical barriers to trade, ch. 7

e Morocco to make its standards system more
transparent and more open.

e Agreement builds on the WTO Technical
Barriers to Trade Agreement by allowing
for greater transparency in the rule making
process.

Transparency, ch. 18

e Each government must publish its laws and
regulations governing trade and investment.

e Each government must publish proposed
regulations in advance and provide an
opportunity for public comment on them.

Joint statement on sanitary and phytosanitary
cooperation

Electronic commerce, ch. 14

¢ Nondiscriminatory treatment of digital
products.

e Agreement not to impose customs duties on
digital products.

e Agreement on method of valuation for
physically delivered digital products.

Likely economic impact on U.S. economy: Qualitative Assessment

Benefits to U.S. exporters, but overall relatively small impact
on the U.S. economy is expected because of the relatively
small market size and low income levels in Morocco. Impact
on the U.S. economy also will be relatively small because of
reforms already undertaken by Morocco prior to the FTA to
improve customs procedures and transparency.

Benefits to U.S. exporters, but overall relatively small impact
on U.S. economy is expected because of the relatively small
market size and low income levels in Morocco.

U.S. industry generally pleased with the FTA’s provisions on
standards and technical trade barriers.

Future cooperation on sanitary and phytosanitary matters
could enhance bilateral trade flows.

Benefits to U.S. suppliers of digital products, but overall
relatively small impact on the U.S. economy is expected
because of the relatively small market size and low income
levels in Morocco.

Source: Text of the U.S.-Morocco FTA, found at /ip.//www.ustr.gov/new/fta/Morocco/final/index.htm. Impact estimates obtained from
USITC estimates and calculations and compiled from multiple sources cited elsewhere in this report, including written submissions in response
to the Federal Register notice for this investigation (see appendix B), USITC staff interviews with industry officials, and reports filed by the

various U.S. government trade policy advisory committees.
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Figure ES-3
U.S.-Morocco Free Trade Agreement: Impact of Investment Provisions

Subject negotiated and FTA chapter Likely impact on U.S. economy: Qualitative Assessment
Investment, ch. 6 and annexes | to |l Increased U.S. investment opportunities but overall
*  National treatment; most-favored-nation relatively small impact on the U.S. economy is expected
treatment; nondiscriminatory treatment. — | pecause of the relatively small market size and low
e Secure, predictable legal framework. income levels in Morocco.
e Morocco’s investment commitments go beyond
those of the 1991 Bilateral Investment Treaty.

e FTAincludes an investor-state dispute
settlement process.

Source: Text of the U.S.-Morocco FTA, found at Ap.//www.ustr.gov/new/fia/Morocco/final/index.htm. Impact estimates obtained from USITC
estimates and calculations and compiled from multiple sources cited elsewhere in this report, including written submissions in response to the
Federal Register notice for this investigation (see appendix B), USITC staff interviews with industry officials, and reports filed by the various U.S.
government trade policy advisory committees.

regulatory transparency. The FTA’s intellectual property provisions are likely to
increase revenues for U.S. industries dependent on copyrights, trademarks, patents,
and trade secrets. U.S. labor representatives expressed concern about the impact of
the FTA on sensitive U.S. sectors, such as the textiles and apparel sector. However,
these effects are likely to be very small because of the small size of the Moroccan
economy relative to the United States.

Literature Review and Comparison with Commission Findings

Studies of the economic impact of FTAs generally entail investigating static effects (such
as trade creation and trade diversion), as well as terms of trade (the price of exports
relative to the price of imports). In addition, related scale effects (the extent that FTAs
integrate and, hence, enlarge markets) as well as nonquantifiable effects also are
takeninto account. The effects of an FTA that are attributable either to the liberalization
of trade in services, investment, and provisions regarding intellectual property rights,
usually remain unmeasured. As the review of literature shows, the nonquantifiable
effects of an FTA could be more significant than the effects of removing tariffs.
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Figure ES-4
U.S.-Morocco Free Trade Agreement: Impact of Provisions With Respect to the Regulatory
Environment

Subject negotiated and FTA chapter Likely economic impact on U.S. economy: Qualitative Assessment
Safeguards, ch. 8 The FTA makes no changes to U.S. antidumping and
«  The FTA provides the framework for fair 3 countervailing duty laws. Benefits U.S. exporters and

investors, but relatively small impact on the U.S. economy is
expected because of Morocco’s limited domestic market
size. Negotiated provisions help increase the effectiveness
of trade remedies, as well as minimizing the possibility of
misuse of trade remedy measures.

procedures in administrative proceedings
covering the application of safeguards.

Government procurement, ch. 9 Benefits to U.S. exporters and service providers, but overall
*  Nondiscriminatory treatment for covered relatively small impact on the U.S. economy is expected
government purchases in excess of agreed — %> | because of Morocco’s relatively small domestic market size.
monetary thresholds.

e Transparent disciplines on procurement
procedures.

e Both parties to maintain criminal and other
penalties for bribery in government

procurement.

Intellectual property rights, ch. 15 Potential increase in revenues for U.S. industries dependent

e New, higher IPR standards, including certain on copyrights, patents, trade secrets, trademarks, and for
TRIPs-plus provisions for IPR protection. > industries that could benefit from stronger Internet and

e Strengthened copyright, patent, trademark, and digital piracy provisions, as well as enhanced enforcement.
data protection measures. Overall relatively small impact on the U.S. economy

e Provisions that address Internet and other digital because of Morocco’s relatively small domestic market size.
piracy issues.

e Most provisions become effective upon entry into
force of the agreement, without long transition

periods.
Labor, ch. 16 Overall, provisions are expected to ensure that existing
e Both parties commit to effectively enforce their labor laws are enforced. U.S. labor representatives
domestic labor laws. — | concerned that deficiencies will continue and that the FTA
e Agreement includes cooperative mechanism for may have an adverse impact on sensitive U.S. sectors, such
labor issues. as textiles and apparel.
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Figure ES-4—Continued
U.S.-Morocco Free Trade Agreement: Impact of Provisions With Respect to the Regulatory
Environment

Subject negotiated and FTA chapter

Likely economic impact on U.S. economy: Qualitative Assessment

Environment, ch. 17

Both parties agree to effectively enforce
their domestic environmental laws.
Commitment not to weaken or reduce
environmental laws to attract investment or

Overall relatively minimal economically-driven environmental
effects on the U.S. economy are expected because of
Morocco’s relatively small domestic market size, the relatively
low levels of bilateral trade, and the relatively small impact
the FTA is expected to have on U.S. production.

trade.
e The FTA includes a cooperative mechanism
in environmental areas.

Dispute settlement, ch. 20 Benefits U.S. exporters and investors by ensuring the

transparency and predictability of government-to-government

> dispute settlement, as a prerequisite for competitive business
under fair conditions. Benefits business decisionmaking and
competitiveness conditions by focusing on fine-based penalties
that are less likely to disrupt trade flows between the parties
than a dispute-settlement mechanism that results in trade
restrictive measures.

e Encourages the early identification and
settlement of disputes through consultation.

e Seeks to establish fair, transparent, timely,
and effective procedures to settle disputes
under the agreement.

Strengthens the overall business climate and the opportunities
for increased bilateral trade and investment.

Source: Text of the U.S.-Morocco FTA, found at Atip.//www.ustr.gov/new/fia/Morocco/final/index.htm. Impact estimates obtained from USITC
estimates and calculations and compiled from multiple sources cited elsewhere in this report, including written submissions in response to the Federa/
Register notice for this investigation (see appendix B), USITC staff interviews with industry officials, and reports filed by the various U.S. government trade
policy advisory committees.

A small number of studies have directly assessed the impact on the United States of a
hypothetical U.S.-Morocco FTA.2 There are three studies employing computable
general equilibrium analysis of a U.S.-Morocco FTA that directly assess the impact of
such an FTA on the United States.0

9 The Commission’s analysis in this report is based on the final text of the negotiated U.S.-Morocco
FTA, and reflects actual commitments on tariff concessions made by the two parties. All of the available
literature reviewed predates the public release of the actual agreement, and is based on a hypothetical
U.S.-Morocco FTA through various assumptions about tariff concessions.

10 John Gilbert, “CGE Simulations of US Bilateral Free Trade Agreements,” Background paper
prepared for the Free Trade Agreements and US Trade Policy Conference, Institute for International
Economics (Washington, DC: May 7-8, 2003); Akka Ait EI Mekki and Wallace E. Tyner, “The
Moroccan-American FTA: Effects on the Agricultural and Food Sectors in Morocco,” May 2004, found at
http.//www.gtap.agecon.purdue.edu/resources/res_display.asp?RecordlD=1462, retrieved May 17,
2004; and Drusilla K. Brown, Kozo Kiyota, and Robert M. Stern, “Computational Analysis of the U.S.
Bilateral Free Trade Agreements with Central America, Australia, and Morocco,” Feb. 8, 2004, found at
http.//www. fordschool.umich.edu/rsie/seminar/BrownKiyotaStern.pdf, retrieved March 2004, p. 5.
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These studies all found a positive, but very small effect of a hypothetical U.S.-Morocco
FTA on the United States. These studies generally estimated the effects of removing all
tariffs and selected non-tariff barriers, although one, with the largest estimated effects,
included avery large service barrier tariff equivalent. The welfare benefit to the United
States estimated by these studies ranged from 0 percent change in U.S. GDP to a 0.06
percent change in U.S. GNP. The USITC welfare estimate was similarly small and
within the range of estimates in the literature.

To more directly compare the outcomes of other models to that of the Commission, the
USITC model was used to prepare welfare estimates using the tariff assumptions of the
other models. The objective of applying the alternative trade barriers to the USITC
model was to determine the extent to which the results obtained by other authors
depended on the assumptions made about barriers, as opposed to other differences
among the models. For the most part, differences did not depend on assumptions
related to trade barriers, but on the assumptions related to substitution elasticities,
investment effects, and scale economies.

Interested Parties

Interested party views of the U.S.-Morocco FTA, submitted in writing to the
Commission, expressed a wide range of opinions. Four submissions (American
Dehydrated Onion and Garlic Association, California Olive Association, National
Council of Textile Organizations, and Olive Growers Council of California) expressed
significant concerns about or opposition to the U.S.-Morocco FTA based on the view
that the FTA would provide benefits to Morocco while harming U.S. domestic
production. One submission (Florida Citrus Mutual) expressed concerns about specific
provisions of the U.S.-Morocco FTA, but did not oppose it. Three of the submissions
(Association of Food Industries, Inc.; Footwear Distributors and Retailers of America;
and Lloyd W. Benjamin, Ill, President, Indiana State University) expressed support for
the FTA.
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CHAPTER 1

Introduction

Purpose of the Report

This report analyzesthe likely impact of the U.S.-Morocco Free Trade Agreement (FTA)
on the U.S. economy as a whole and on specific industry sectors and the interests of
U.S. consumers. The U.S. International Trade Commission (USITC or “the
Commission”) initiated work on this fact-finding investigation in accordance with
section 2104(f) of the Trade Act of 2002 following receipt of a letter of request from the
United States Trade Representative (USTR) on March 8, 2004 .1

As specified in section 2104(f)(2)-(3) of the Trade Act, the Commission shall submit to
the President and the Congress (not later than 90 calendar days after the President
enters into the agreement) a report assessing the likely impact of the U.S.-Morocco FTA
on the U.S. economy as a whole and on specific industry sectors, including the impact
the FTA will have on the gross domestic product, exports and imports, aggregate
employment and employment opportunities, the production, employment, and
competitive position of industries likely to be significantly affected by the FTA, and the
interests of the U.S. consumers.?

Section 2104(f)(3) provides that the Commission, in preparing its assessment, review
available economic assessments regarding the agreement, including literature
regarding any substantially equivalent proposed agreement, and provide in its
assessment a description of the analyses used and conclusions drawn in such literature
and a discussion of areas of consensus and divergence between the various analyses
and conclusions, including those of the Commission regarding the FTA.

LA copy of the request letter from USTR is in appendix A. The Commission’s Fedleral Registernotice of
institution for this investigation is in appendix B.

2.0n Oct. 3, 2002, President Bush authorized and directed USTR to notify Congress of the
President’s intention to initiate FTA negotiations with Morocco. Negotiations were launched on Jan. 21,
2003. On March 2, 2004, USTR announced that the United States and Morocco had successfully
concluded negotiations for the FTA. President Bush signed a letter notifying Congress of the intent to enter
into the U.S.-Morocco FTA on March 8, 2004, starting the countdown for when the agreement could be
signed. Most of the text of the U.S.-Morocco FTA was made available to the general public on April 2,
2004. On April 7, 2004, USTR received reports from 32 trade advisory groups commenting on the
U.S.-Morocco FTA. The U.S.-Morocco FTA was signed by the two parties on June 15, 2004. USTR, “USTR
Resources: U.S.-Morocco Free Trade Agreement,” found at
http..//www.ustr.gov/new/fa/morocco.htm, retrieved June 21, 2004.



Scope of the Report

This report provides an analysis of the likely impact of the U.S.-Morocco FTA on the
U.S. economy as a whole and on specific sectors and the interests of U.S. consumers. It
includes a brief profile of the Moroccan economy as well as a summary of the
U.S.-Morocco FTA. It also includes a review of relevant economic literature on the FTA.

The Commission’s analysis examines all 22 chapters of the final text of the
U.S.-Morocco FTA including its annexes and associated side letters.3 A quantitative
assessment is conducted for chapters 2 through 4 of the FTA (i.e., liberalization of
tariffs and selected nontariff barriers) that increase market access on a bilateral basis
for U.S. and Moroccan products. This computational analysis is supplemented with a
qualitative analysis of the potential impact of increased market access on certain
product sectors including citrus fruit; grains; oilseeds; olives; sardines; textiles and
apparel; and such service sectors as banking and securities services, insurance,
telecommunications services, and e-commerce (FTA chapters 5, 10 through 14, and
16). A qualitative assessment also is conducted for negotiated objectives that facilitate
trade (FTA chapters 6, 7, and 18); enhance investment opportunities (FTA chapters 10
and 12); and improve the regulatory environment (FTA chapters 8, 9, 15 through 17,
and 20).

Approach of the Report

To assess the effects of the U.S.-Morocco FTA on the U.S. economy as a whole and
specific economic sectors, the Commission employs an approach that combines
quantitative and qualitative analyses. In this report, the Commission quantifies the
impact of the FTA to the extent that the necessary data are available. Thus, the
quantitative assessment is limited to the liberalization of tariffs and the portion of
tariff-rate quotas collected as duties. Remaining components of the FTA are analyzed
using qualitative analysis. Combining the quantitative and qualitative analyses
provides a comprehensive assessment of the impact of the FTA on the U.S. economy.

A qualitative analysis is conducted to assess the impact of the market access provisions
ofthe U.S.-Morocco FTA for U.S. product and service sectors that were selected based
upon a comprehensive examination and consideration of the following: examination
of the trade liberalization schedules of the U.S.-Morocco FTA to assess the relative
liberalization of sectoral trade with respect to tariffs and nontariff measures;
U.S.-Morocco bilateral trade flows; assessments of the apparent sensitivity of specific
industries, commodities, and service sectors; and determinations made based on the
expertise of Commission industry analysts. This qualitative assessment takes into
account the staging process under the FTA as tariff and nontariff barriers are phased
out over time.

3 The preamble and chapters 1, 19, 21, and 22 of the U.S.-Morocco FTA address primarily
administrative and legal matters with respect to the agreement and are not analyzed in this report.



Other nonquantifiable effects of the U.S.-Morocco FTA are associated with provisions
with respect to trade in services, investment, trade facilitation provisions (including
customs administration, transparency, and technical barriers to trade), and the
regulatory environment (including intellectual property rights, government
procurement, trade remedies, labor, and the environment). These effects are harderto
quantify due to the lack of necessary data and the intangible nature of some of these
effects.

For the quantitative assessment of the economywide effects of the U.S.-Morocco FTA,
the Commission employs a multicountry model with economywide coverage (a global
computable general equilibrium model). This USITC model is based on the Global
Trade Analysis Project (GTAP) database, which is described more fully in appendix C.
Unlike the qualitative analysis, which is done at a disaggregated level, the USITC
model estimates the likely trade and economic impact of the tariff and tariff rate quota
(TRQ) reductions or elimination of the U.S.-Morocco FTA for 23 aggregated sectors.*
The commodity aggregation adopted here identifies sectors that have relatively high
domestic-world price gaps due to tariffs and TRQs and relatively large trade flows. The
economies covered in the analysis included the United States and Morocco, as well as
11 regional aggregates representing the rest of the world.

The GTAP database, which represents the global economy in 2001, was adjusted to
reflect expected economic growth in the world and inthe two FTA partnersto 2005, the
year the proposed U.S.-Morocco FTA is scheduled to enter into force. The adjusted
database reflects the scheduled removal of textile and apparel quotas under the
Agreement on Textiles and Clothing, as well as other international agreements. The
analysis is static, and assumes the U.S.-Morocco FTA is fully implemented and its
effects felt on January 1, 2005. In the model, the FTA’s provisions are not phased in
over time, nor are its effects assumed to be gradually realized over time. The modeled
results can be considered to be long-run effects, after all adjustments have worked
their way through the U.S. economy, of the fully implemented U.S.-Morocco FTA in a
U.S. economy otherwise identical to the baseline 2005 economy.® A series of
simulations was conducted to determine the sensitivity of impacts to the critical
parameters that determine the response to changes in trade prices. The analysis and
discussion of FTA impacts are based on the ranges obtained from the sensitivity
analysis.

4 The relationship between the disaggregated sectors analyzed in chapter 3 of this report and the
aggregated sectors used in the model is shown in table 4-3.

51n addition to reflecting the recently enacted U.S. FTAs with Chile and Singapore, the adjusted
database also reflects Uruguay Round tariff reductions insofar as they are reflected in trade data
projected to 2005. Moreover, the FTAs between Morocco and its trading partners are modeled for
selected products where necessary data are available.

6 Models are highly simplified descriptions of an economy; they depend on parameter estimates,
and are subject to potential biases due to product and regional aggregations. The USITC model is
discussed in more detail in appendix C of this report.



The literature review for this investigation includes a description of analyses of the
economic effects of FTAs substantially similar to the proposed U.S.-Morocco FTA. The
economic literature reviewed was drawn from relevant academic, public sector, and
private sector institutions.

Data and other information for the study were obtained from interviews with
government and industry contacts, official reports of the USTR advisory committees,
written submissions to the Commission,” industry reports, and the GTAP database.
Other data sourcesinclude the U.S. Department of Agriculture, the U.S. Department of
Commerce, the U.S. Department of State, the International Monetary Fund (IMF), the
World Trade Organization (WTO), and the Moroccan Ministry of Foreign Trade
(Ministére du Commerce Extérieur).

Organization of the Report

Country Profile

Chapter 2 of this report presents an overview of the U.S.-Morocco FTA. Chapter 3
presents the results of a qualitative analysis of the likely impact of the U.S.-Morocco
FTA onselected sectors. Chapter 4 reports quantitative estimates of the likely trade and
economywide effects for the United States of increased market access due to the
removal of tariff and selected nontariff barriers (for which tariff equivalents were
available) in the United States and Morocco. The assessment of the U.S.-Morocco FTA
reports a number of measures of U.S. economic activity, including exports, imports,
production, and employment. Chapter 5 discusses the potential impact of trade
facilitation provisions of the U.S.-Morocco FTA on the United States. Chapter 6
discusses the investment provisions of the U.S.-Morocco FTA, and provides a
qualitative assessment of the potential impact on the United States. Chapter 7 provides
a survey of the provisions of the U.S.-Morocco FTA with respect to the regulatory
environment-including intellectual property provisions and provisions with respect to
trade remedies (safeguards and dispute settlement), labor, and the environment-and
provides qualitative assessments of the potential impacts on the United States. Chapter
8 presents the literature review as well as the comparison between the Commission’s
findings and the findings from studies reviewed. The report concludes with chapter 9,
an overview of the positions and views of interested parties who responded to the
Commission’s Federal Register notice inviting public submissions on the impact of the
U.S.-Morocco FTA.

Figure 1-1 provides an economic profile of Morocco, presenting data on the recent
macroeconomic indicators, important products in Moroccan world trade, Morocco’s
leading trade partners, and the major products in bilateral trade with the United
States. The overview highlights key features of the Moroccan economy relevant to the
Commission’s assessment of the U.S.-Morocco FTA.

7 The Commission scheduled a public hearing in connection with this investigation for April 29,
2004. That hearing was canceled, as the scheduled witnesses elected to have their written submissions
serve as substitutes for their oral statements. Copies of the Federal Register notices for this investigation
are in appendix B.



MOROCCO

ECONOMIC PROFILE
Economic indicators . .
2002 2003 Economic overview

Population (mn) .................. 30.1 30.5 (L] Morocco is a middle income developing country. Its economy,
GDP (US$ bn, PPP) ... .. 112.7 120.7 measured by gross domestic product (GDP), is 1.1 percent of U.S.
GDP per capita (US$, PPP) ........ 3,745 3,888 GDP. Morocco’s population is about 10 percent of U.S. population.
Real GDP growth (%) ............. 30 5.2 [J Services account for almost one-half Morocco’s GDP. Tourism
Goods exports (US$mn) .......... 7,839 8,466 ranks as the second most important source of foreign currency after
Goods imports (US$mn) .......... 10,900 12,752 transfers from Moroccans resident aboard.
Trade balance (US$mn) .......... -3,061 -4,286 (] The agriculture sector employs more than one-third of Morocco’s

— - - labor force. Strong economic growth in 2003 was largely due to
Note.-PPP indicates purchasing power parity measures used. agricultural performance.
Sources: IMF, World Economic Outlook Database, April [0 Morocco is the world’s leading exporter and third largest producer

2004, and World Bank, Morocco at a Glance, Aug. 2003. (after the United States and China) of phosphates. Related indutries

include the production of fertilizers and phosphoric acid. Morocco
Origins of GDP (2002) Mining 2% also has a diverse manufacturing base. Apparel and footwear
Other 15% accounted for one-third of Morocco’s total exports in 2002.
0

[ Inthe World Trade Organization (WTO), Morocco has bound its

tariffs at ad valorem rates ranging from zero to 380 percent.
Services 45% Acco_rding to WTO estimates, Morocco’s simple average bound
rate is approzimately 42 percent.

Agriculture 18%

[ Morocco has been liberalizing its trade regime since the late
1990’s, resulting in more efficient and more transparent customs

. administration.
Manufacturing 20%

[ Geographic proximity and historical ties to Spain and France have
created longstanding economic and trade linkages between

Source: Economist Intelligence Unit, Viewswire, Morocco: Morocco and Europe

Economic Structure, April 2004. ) )
(] Morocco has regional FTAs with:
e European Free Trade Association (Iceland, Liechtenstein,

Main trade commodities, US$ million, 2002 Norway, and Switzerland). In force since 1999. Eliminates

Exports Imports tariffs on industrial goods, fish products, and processed
agricultural goods overl2 years. Bilateral agricultural
Apparel & footwear 2616 Cereals ......... 749 agreements with Iceland, Norway, and Switzerland.
Electronics . . .. . 883 Motor vehicles . . . 582 . !Eu(;opga;n Unign. In folrge since 2000. Eliminates tariffs on
. ) indutrials goods over 12 years.
Fish and shellfish .. 918 Computers ......... .. 3,576 * Arab free trade area. In force since 1998. Eliminates tariffs
Fertilizer ........ 332 Machinery ....... 906 over 10 years. Other members are: Bahrain, Egypt, Iraq,
Inorganic chemicals 471 Medicines ....... 181 Jordan, Kuwait, Lebanon, Libya, Oman, Palestinian
Petroleum . ... ... 286 Petroleum . ... ... 1,386 Authority, Qatar, Saudi Arabia, Sudan, Syra, Tunisia,
. United Arab Emirates (UAE), and Yemen.
Phosphates ... ... 364 Yarn and fabric .. . 1483 e An FTA with the Gulf Cooperatin Council (Bahrain, Kuwait,
Main trade partners, percent of total, 2002 Oman, Qatar, Saudi Arabia and the UAE) is in the early
Export markets Suppliers stages of discussions.
[ Morocco has negotiated bilateral FTAs with:
FUtotal ......... 745 Elwtal ......... 494 » Turkey (signed Aprill 2004), and
France .......... 26.7 France.......... 210 * Egypt, Jordan, and Tunisia (eff. 1999).
Spain........... 144 Spain........... 12.7
United Kingdom . . . 80 laly............ 6.4
ltaly ............ 5.6 Germany........ 53
United States . . ... 3.4 United States . . ... 4.6

Source: UN Trade Statistics




MOROCCO-Continued

ECONOMIC OVERVIEW-Continued

[ U.S. exports to Morocco
e Exports valued at $462 million in 2003.
 Morocco ranked as the 691 largest
market for U.S. exports in 2003.

U.S. exports, US$ million, 2003

Aircraft ... 107
Soybeans ... 55
Corn, otherthanseedcorn ...............ccovivivnnn. 35
Wheat (other than durum wheat) and meslin . ............. 26
Aircraftparts . ........ . 18
Bituminous coal ....... ... .. 18
Durumwheat . ........ . 14
SUIfUr o 9
Soybean 0il ... .. 8
Petroleumcoke ....... ... .. . 8

Source: Compiled from official statistics of the U.S. Department of
Commerce.

[ U.S. trade balance with Morocco

e U.S. exports to Morocco have fluctuated widely
since 2000, ranging from a period low of $283
million in 2001, to a high of $560 in 2002.
The $169 million U.S. trade deficit with Morocco
in 2001 reflected sharply lower U.S exports of
cereals and aircraft that year.

600
500
400
300
200
100
0
-100
-200

Million dollars

2000 2001 2002 2003

B U s. exports I U S imports [ Trade balance

Source: Compiled from official statistics of the U.S. Department of
Commerce.

(1 U.S.imports from Morocco

¢ Imports valued at $396 million in 2003.

 Morocco ranked as the 82" largest U.S. supplier in
2003.

e Approximately 5 percent of U.S. imports from
Morocco, valued at nearly $20 million, entered
duty-free under the U.S. Generalized System of
Preferences program in 2003.

¢ In all, about 60 percent of shipments from Moroco
entered the United States duty free in 2003 on a
normal trade relations basis or under GSP or other
U.S. provisions.

Leading U.S. imports, US$ million, 2003

Transistors, other than photosensitive, with a

dissipation rating of lessthan 1W .. ................ 726
Electrical monolithic integrated circuits other than digital .. 615
Other mineral substances, nesoi ..................... 267
Women’s/girls’ briefs and panties of manmade fibers,

knitted or crocheted . .......... .. ... oL 163
Natural calcium phosphates, natural aluminum calcium
phosphates, and phosphatic ........................ 159
Women’s/girls’ trousers, bib/brace overalls, breeches

and shorts of cotton, not knitted or crocheted ......... 140
Berries except barberries, dried ............ ... ... .. 135
Olives (not green), in a saline solution, canned, pitted .... 121
Naphthas (ex. motor fuel)from petroleum oils and

bitumin minerals 70% + by wt. from petrol oils . ....... 110

Source: Complied form official stastics of the U.S. Department of
Commerce.



CHAPTER 2
Overview 0

f the U.S.-Morocco FTA

Background on F

ree Trade Agreements

Like other free trade agreements (FTAs) to which the United States is a party,! the
proposed agreement between the United States and Morocco would create a
preferential regime with a specific, negotiated range of goods and services measures
of mutual benefit or interest to the parties, and with commitments covering other
trade-related matters. Under the FTA, duties on originating goods2 would be phased
out over periods of up to 18 years. The FTA wo